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TAX NEWS
MARY LANIGAR, C.P.A., San Francisco, California

trade practices, such as the retail method,
but consistency is required. Cost and lower
of cost or market are most commonly used.
Cost is understood to be purchase price less
trade discounts plus freight. Cash dis
counts may be deducted from cost or sepa
rately accounted for as other income. A
reasonable amount of overhead must be
included in cost, but selling expense, inter
est or profit may not be included. If several
products (or sizes or grades of merchan
dise) are derived from a manufacturing
process, cost may be allocated to each prod
uct under a recognized trade practice pro
vided allocated cost bears a reasonable rela
tion to selling values. The inventory price
of goods at the end of the previous fiscal
year is considered to be cost for subsequent
accounting purposes.
Goods intermingled so that they cannot
be identified with specific invoices will be
deemed to be goods most recently purchased,
and cost will be cost of goods purchased or
produced during the period in which the
quantity of goods in inventory has been
acquired. “Average” cost is not permissable,
and “first-in, first-out” will be required un
less the taxpayer has elected to use “last-in,
first-out” in accordance with the specific
provisions of the law and regulations. If
a taxpayer uses the elective method (last-in,
first-out) for tax purposes, he may use no
other method of valuing inventory (except
market) for annual income statements to
stockholders, creditors, or management. It
is permissible to elect to use the Lifo method
for a portion of the inventory and not the
remainder. The discussion in connection
with statement 4 of the research bulletin
suggests that it may be desirable to apply
one of the accepted methods of determining
cost to a portion of the inventory and a
different method to another portion.
For income tax purposes market applied
to normal goods in inventory means current
bid price prevailing at inventory date for the
particular merchandise in the volume in
which it is usually purchased by the tax
payer. However, obsolete or damaged goods
should be valued at selling price less selling
expenses. While the regulations do not
authorize use of reproduction cost, G.C.M.
9401 states that reproduction price is ap
propriate for goods which have not reached
salable form (work in process) or for fin(Continued on page 14)

INVENTORY PRICING
The Committee on Accounting Procedure
of the American Institute of Accountants
has recently issued Research Bulletin num
ber 29 upon the subject of inventory pric
ing. This article is not intended as a sum
mary of this bulletin, for the material
therein is so valuable that it deserves the
careful study of every accountant. The fol
lowing statements of the more important
income tax principles with respect to in
ventory pricing are intended for considera
tion together with the research bulletin.
The law with respect to inventories is
very brief and allows the taxpayer and the
Commissioner to exercise a considerable
degree of judgment. It is as follows:
“Whenever in the opinion of the Com
missioner the use of inventories is neces
sary in order clearly to determine the in
come of any taxpayer, inventories shall be
taken by such taxpayer upon such basis as
the Commissioner may prescribe as con
forming as nearly as may be to the best
accounting practice in the trade or business
and as most clearly reflecting the income.”
The bulletin and income tax regulations
define inventory as tangible personal prop
erty acquired for sale in the ordinary course
of business or which will become a part of
merchandise intended for sale. The research
bulletin includes items “to be currently con
sumed in the production of goods or serv
ices to be available for sale,” but for tax
purposes it is essential that the items be a
component part of the product. The impor
tance of this distinction is that operating
supplies would be deferred charges rather
than inventory for tax purposes and there
fore could not be priced at the lower of cost
or market.
The regulations provide that merchandise
should be included in inventory only if title
is vested in the taxpayer. There are several
cases to the effect that goods for future
delivery may not be inventoried. These
cases arose in connection with the deduc
tion of the difference between cost and
market. Statement 10 of the research bulle
tin recommends recognition of net losses
on firm purchase commitments, and separate
disclosure in the income statement if the
amount is material.
For income tax purpose, various methods
of determining cost are allowable, particu
larly those which conform to recognized
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movement. The adjectives “unjust,” “out
rageous,” “fascist,” and “Hitleresque” are
among the milder characteristics of it by
labor officials; but not one layman out of
10,000 has read it, and not one lawyer
out of a hundred has read it. Here are
some of its provision very briefly:
It provides that not only an employer but
a union as well may be guilty of an unfair
labor practice and that coercion, threats or
violence either to employees or employers is
such an unfair labor practice. It requires
unions as well as employers to bargain in
good faith. It forbids them to boycott or
strike against employers not concerned in
the original labor dispute or to force em
ployers to hire and pay people they do not
want or need. It forbids unions to strike to
compel employers to violate the law or orders
of the N.L.R.B.
It outlaws the closed shop but permits
union shop to be negotiated where a major
ity of the employees affected desire it. It
gives employees the right to bargain either
collectively or individually as they decide
for themselves.
It permits the employer and the union the
right of free speech if such speech contains
no threat of reprisal or force or promise of
benefit which might interfere with collec
tive activities.
It requires the N.L.R.B. to apply the same
rules of justice to an independent union that
it does to the A. F. of L. or C.I.O. It pro
vides that the Board hearings must be con
ducted so far as practicable in accordance
with the rules of evidence prevailing in the
Federal District Courts.

It permits an employer or an employee to
petition for an election as well as a union.
It permits an employee to refuse to join a
union, as well as to join it.
It permits the N.L.R.B. to obtain a court
injunction to stop a jurisdictional strike or
a boycott against an employer not involved
in a dispute. It permits the N.L.R.B. to seek
temporary court relief against unfair labor
practices of either a union or an employer.
It permits the N.L.R.B. to decertify unions
after secret ballot of employees.
It forbids the N.L.R.B. to certify a union
or make available its processes to a union
whose controlling officers or any of them
are Communists or which fails to report in
confidence to the Secretary of Labor and to
its members its financial operations.
Employers are still liable for refusal to
bargain. Unions can still file charges against
an employer for unfair labor practices such
as domination of a union, discrimination
against employees who file charges or testify
before the labor board concerning violations
of the act.
The outstanding impression that I get of
this act is that the employee who merely
works for a living without playing union
politics—the man whom Mr. Justice Jackson
referred to as “the forgotten man”—in the
administration of labor legislation at last
gets a break; and the other is that what
ought to be a legal maxim, even if it is not,
is applied in labor relations now as it
always has been in all other law. That
maxim is—what is sauce for the goose, is
sauce for the gander.
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ished goods for which there are no quota
tions. If the taxpayer has a firm sales con
tract which protects him against loss, goods
should be inventoried at cost despite the fact
that the taxpayer’s basis is lower of cost or
market. The taxpayer must apply his basis
directly to each item in the inventory rather
than to the total inventory or the total of
each class of items. Statement 6 of the
research bulletin defining “lower of cost or
market” sets forth several principles which
have not been ruled upon for income tax
purposes. The accounting research commit
tee has retained the term “market,” but
has indicated that “market” as used in the
term “lower of cost or market” is to be
interpreted as “useful cost.” While the
Treasury Department and the Courts have
conceded that “market” could be determined

in a manner other than by a quoted price,
the regulations retain the bid price defini
tion.
If a change in inventory pricing methods
is contemplated, the taxpayer should con
sider that the changed method may not be
used for income tax purpose without the
Commissioner’s permission. Application for
permission to change the method of account
ing employed must be filed within 90 days
after the beginning of the taxable year in
which the change is to be effected.
BUY U. S. SAVINGS BONDS
In times like these, thrift and saving go
beyond individual concern. They are a
matter of national concern. Today, the col
lective thrift habits of a nation will actively
affect every member of a nation’s society.
Secretary Snyder, at the HeraldTribune Forum
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